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We are very concerned about the effects of Basel Il on our ability to continue to meet the needs of our
customers in an efficient and effective manner, while retaining our capital levels. Lake Shore Savings
Bank has had a consistent history of strong capital levels as noted below:

At or for the year
As of ended December 31,
June 30, 2012 2011 2010 2009 2008 2007

Capital ratios:
Total risk-based capital to risk

weighted assets ..oeverieccennaneee 23.70% 21.81% 20.44% 20.33% 21.78% 23.72%
Tier 1 risk-based capital to risk

weighted assets .coovvvnarinenine 23.15% 21.27% 20.05% 19.95%  21.35% 22.90%
Tangible capital to tangible

BSSES 1rviarerriresrirestisieniaessisnsones 11.51% 11.18% 10.28% 10.85% 11.20% 12.28%
Tier 1 leverage {core) capital to

adjustable tangible assets .......... 11.51% 11.18% 10.28% 10.85%  11.20% 12.28%
Equity to total assets .c..ceccvrceeennn, 13.35% 13.09% 11.52% 13.03% 13.30% 14.94%

The following items are the areas of the Base! ill proposal in which we have concerns:

1.

Requirement that gains and losses on available for sale securities be included in the common
equity Tier 1 calculation.

As of June 30, 2012, Lake Shore Savings Bank had a $170.7 million investment portfolio,
consisting primarily of mortgage backed securities {primarily FNMA, FHLMC and collateralized
mortgage obligations by government sponsored entities), municipal bonds and treasury bonds.
All of the securities in our investment portfolio are available for sale securities. The portfolio had
an unrealized gain of $5.1 million on this date primarily due to historically low interest rates. If
we do an immediate 400 bp shock to interest rates, it would create a $36.8 million pre-tax
change in the market value adjustment of our investment portfolio and would drastically
decrease our capital under the proposed Basel il guidance. A 400 bp shock to interest rates
could potentially reduce our Tier One Capital by nearly 50%, while nothing has changed in the
bank’s equity position. This proposal will introduce a significant amount of cyclicality and
volatility into the system. Furthermore, it will hamper a bank’s ability to manage its investment
portfolio as a core tool to offset the inherent interest rate risk in its loan and investment
portfolios. This is a critical tool for our bank as we typically hold residential mortgages in our
loan portfolio, rather than sell the loans on the secondary market.
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